This 


Oil Production Loans page 
Retail Trade page? 
Declining Farm Land Values page 


Current Charts and Statistics ......... page 


FEDERAL RESERVE BANK 
KANSAS CITY 


February 1954 


i 
2 
+ 


Subscriptions the Monthly Review are 
available the public without charge. 
Additional copies any issue may 
obtained from the Research Department, 
Federal Reserve Bank Kansas City, 
Kansas City Missouri. Permission 
granted reproduce any material appear- 
ing this publication. 


P 


= 


PRODUCTION 


- 
-- = 


PRODUCTION loans—loans made inde- 
pendent producers and secured the as- 
signment pipeline runs from group 
producing wells—became accepted and 
widely used form bank credit subsequent 
the successful application prorationing 
controls over the production crude oil 
about 1932. Although somewhat complex 
technique, these loans have found im- 
portant place loan portfolios some banks 
the Nation’s largest financial centers, 
well within the oil producing areas them- 
selves. Because extensive oil field oper- 
ations the Mid-Continent and Rocky Moun- 
tain areas, this form credit has interested 
many bankers the Tenth Federal Reserve 
District and other parts the Southwest. 

Like many other elements the present 
financial system, this type loan was per- 
fected over period years bankers 
interested serving the credit needs the 
oil industry. its present highly developed 
form, provides means financing the ac- 
tivities independent producers, who have 
played important part exploring and de- 
veloping America’s petroleum resources. 
addition, oil production loans illustrate 
successful technique tailored the oil in- 
dustry which enables bankers supply the 
financial requirements its small business- 
independent operators. The follow- 
ing section describes briefly the evolution 
oil production loans and the extent which 
they are made banking circles. Subsequent 
sections take the various practices em- 
ployed making such loans and several 
special and related types bank financing 
oil field operations. 


History and Background 


Bank credit has been extended finance 
the oil industry since its early days Pennsly- 
vania. Within decade after the opening 
the first Mid-Continent oil fields, group 
men interested the petroleum industry 
founded bank Tulsa devoted servic- 
ing the needs the industry. Most the 
loans were short-term basis, however, 
until the present type, involving the assign- 
ment receipts from oil production, was 
fully worked out about the time the forma- 
tion the Interstate Oil Compact the mid- 

The Compact was agreement, reached 
1935 number important oil pro- 
ducing states, under which the various states 
undertook eliminate waste and erratic con- 
ditions within the industry limiting produc- 
tion. The regulatory authority the states 
based their conservation statutes. Oil 
requirements are estimated monthly the 
state prorationing authorities, and the allow- 
able production allocated the various 
oil fields and individual wells within the 
fields. The Federal Government gave legis- 
lative sanction the Compact and made il- 
legal interstate movements oil produced 
violation state laws. The United States 
Bureau Mines also makes monthly estimates 
the demand for crude petroleum current 
prices which serve guides for the state pro- 
rationing authorities. The effect the ar- 
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rangement has been eliminate the possi- 
bility market glut, such occurred dur- 
ing the early thirties after the opening the 
prolific East Texas field, and lend stability 
the price crude petroleum. 

With more regularized flow oil from the 
producing areas and with more predictable 
value for crude petroleum, loans the re- 
covery underground oil became bankable 
credits considerably enhanced standing. 
While the prorationing mechanism has not 
been subjected severe test the 1930 
1933 variety since its inception, weathered 
the recessions 1938 and 1949 without dif- 
ficulty. rigorously applied, the mechanism 
possesses the requisites for successful opera- 
tion even under more adverse conditions, with 
one qualification. Aside from the policy argu- 
ments revolving around the importation 
crude oil, foreign oil becomes important 
source supply for the domestic market, 
the prorationing mechanism exists would 
ineffectual controlling its impact 
crude oil prices. 

Independent operators constitute the mar- 
ket for oil production loans. The major oil 
companies, themselves large producers 
petroleum, have access the capital markets 
for long-term financial needs and can borrow 
unsecured basis banks fulfill short- 
term requirements. The independents are, 
most cases, less favorably situated. Most 
their initial capital comes from personal 
ings and sources other than oil production, 
and they are heavily dependent accumu- 
lated earnings for incremental funds. Since 
the advent prorationing and the regular- 
izing production, the pay-back period re- 
quired recoup drilling costs successful 
wells has been stretched out considerably. 
Consequently, the oil production loan has 
filled very real need, providing the operator 
with funds for further drilling and for the 
acquisition additional properties. 


The number independent producers 
legion—roughly 15,000. group, they 
duce somewhere around two fifths the 
total crude oil output the United States 
and drill substantially larger proportion 
the new wells. The responsibility supply- 
ing credit this important segment the 
oil industry has fallen largely the 
mercial banking system. 

The practice extending credit oil 
producers has become fairly widespread 
among banks the oil producing areas, 
Coupled with the financial needs inde 
pendent operators, the interest bankers 
new forms earning assets promoted the de- 
velopment this type lending. The prac- 
tice also was encouraged the extremely 
favorable experience the pioneer oil banks. 
While the larger oil banks the Southwest 
are found Tulsa, Oklahoma City, Dallas, 
Fort Worth, Houston, Shreveport, Wichita, 
and other large cities, many smaller banks 
follow the practice making oil production 
loans. Some large banks financial centers 
removed from the oil fields, such Kansas 
City, Denver, Chicago, and New York, also 
participate extensively the field oil pro- 
duction credit. 

Some notion the extent which banks 
the Tenth Federal Reserve District are in- 


terested oil loans can obtained from 
survey commercial and industrial loans 


conducted 1946. the 145 banks the 
survey, were found have credits ex- 


tended concerns engaged petroleum 


recovery processing, shown the ac- 


companying table. Actually, more than these 
banks may have had oil loans their 
portfolios the time, because the survey in- 


vestigated only one out every six loans 
the individual banks. When the sample was 
scrutinized for those banks making strictly 
oil production loans—loans secured the 
assignment oil runs some contractual 
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Tenth District Loan Survey, 1946 


(In Millions) Survey Oil Loans 
$100 500 

145 


mercial ustri 


Banking 


arrangement based the production oil— 
opposed unsecured oil loans those 
made drilling contractors, refiners, and 
others engaged associated oil industry 
activities, was found that banks made 
the oil production loan category. This number 
included some banks each the size 
groups. Although most the production loans 
are made the larger oil banks, the prac- 
tice not uncommon among small banks 
oil producing areas. 


Mechanics 


few notes scribbled the back 
dirty envelope” generally would fail supply 
sufficient information for oil production 
loan, even the hands the best operator. 
Loans based the recovery oil are not 
difficult obtain, but the technique involved 
making such loans sound basis re- 
quires extensive data the prop- 
erties and operations. geological description 
and production records are necessary ap- 
praise the value oil the ground 
pledged security. legal check the title 
also routine requirement. Once the es- 
sential elements making loan are under- 
stood borrower and lender alike, how- 
ever, its apparent complexity reduced and 
pattern emerges which adaptable 
wide variety circumstances encountered 
bankers and independent operators. 


Oil Production Loans 


The initial consideration the banker 
the negotiations for oil production loan 
the determination the value the prop- 
erties pledged security. Anticipated 
future production from existing wells 
estimated and valued, usually the current 
posted price for crude. estimate oper- 
ating costs, royalty payments, and other de- 
ductions then subtracted order ar- 
rive the net return from the leases. Produc- 
tion history, proration allowables, core anal- 
yses, bottomhole pressures, producing forma- 
tion, depth, and similar information provide 
the basis for estimating reserves and the 
future rate withdrawal. Prorationing gives 
some degree stability crude oil prices, 
and additional provision may made the 
evaluation for anticipated future price trends. 
addition average lifting costs and royalty 
payments, other expenses deducted in- 
clude severance taxes and pipeline-gathering 
charges. 

The staff and facilities employed for prop- 
erty evaluation differ considerably from bank 
bank. Most the large oil banks employ 
petroleum engineers geologists assist 
the task appraisal. The staffs several 
the banks work much the information 
from the records, prepare pro- 
duction decline curves, and actually make 
periodic inspections and tests the wells 
the field. Others require the independents 
prepare have prepared this type ma- 
terial and rely their own staffs for review 
and checking the findings. The major oil 
companies are important source col- 
lateral information arising from their own 
operations the same oil fields which the 
independent borrower may have interest. 
smaller banks, where the staff may not in- 
clude anyone familiar with the technical 
aspects the oil business, advice may ob- 
tained from consulting geologists petroleum 
engineers, whose services are available 
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most oil producing centers such Tulsa, 
Oklahoma City, Wichita, Casper. al- 
most all cases, not only initial investi- 
gation and appraisal the properties neces- 
sary the time the loan negotiated, but 
continuing check the operation the 
wells found advisable since properties suf- 
ficiently valuable provide adequate col- 
lateral for loan initially may deteriorate 
rapidly poor operating practices are fol- 
lowed. Obviously, with other types 
loans, familiarity with the experience and 
character the borrower can enable the 
banker avoid situations which might other- 
wise become embarrassing. 

After obtaining estimate the potential 
flow net earnings, maximum loan value 
can calculated applying loan-to-value 
ratio which practice has been found 
offer sufficient protection. Generally, banks 
will lend from per cent the antici- 
pated net income from the properties. Some 
banks discount the future flow earnings 
the going rate interest and permit loan 
much half the discounted present 
value. This procedure results somewhat 
higher loan-to-value ratio than that mentioned 
above. Only potential production from exist- 
ing wells considered arriving the re- 
covery value for loan purposes; additional 
credit may extended undrilled leases 
when the wells are completed. Usually more 
than one well required for collateral 
loan because the contingency that single 
well may fail for variety reasons. ad- 
ditional limitation arises cases where the 
productive life the properties very long. 
Oil production loans generally are not amor- 
tized for more than five years, that con- 
sideration also given the rate recovery 
the estimated reserves relative the term 
the borrowing. 

Most oil production loans run for two 
four years and consequently fall within the 


category bankers call “term loans.” Repay- 
ment loan most often geared the 
receipts from oil production; fixed minimum 
payment proportion three fourths 
the oil runs, whichever larger, frequent 
method amortization. Operating expenses 
usually can met with the remaining 
per cent. Such percentage pay back has 
number advantages. new properties 
where the rate production difficult 
estimate, provides for adjustments the 
monthly instalments accompany changes 
the rate recovery. Moreover, increases 
occur monthly allowable production, 
prevents the lender from having his security 
depleted without similar acceleration re- 
payments. 

Legal title opinions and collection arrange- 
ments form other important steps setting 
oil production loan. Title opinions are 
required, the expense, from 
attorney mutually agreeable both the bor- 
rower and the legal department counsel 
the lender. Real estate and chattel mort- 
gages are filed the producing wells and 
equipment pledged security. division 
transfer order customarily drawn up, direct- 
ing the pipeline company purchasing the oil 
from the wells make payments directly 
the bank, This assignment runs the 
bank may not actually served the pipe- 
line company, but merely held the loan file 
event anticipation default. The assign- 
ment runs also may achieved delegat- 
ing the power attorney one the officers 
the bank and instructing the purchasing 
company send oil payments the bank. 

Although the smaller banks handle many 
oil loans small operators, indicated 
earlier, loans independents frequently are 
large they exceed the legal loan limit 
many banking institutions. Even the big oil 
banks the Southwest find necessary 
pass some business larger financial 


centers because the size the requests. 
When this occurs, often possible for the 
bank which received the initial loan ap- 
plication participate loan arranged 
larger bank. For the smaller banks, this 
practice has the obvious advantage mak- 
ing possible for them rely the more 
extensive staff facilities the oil banks, 
while the same time retaining earning 
interest the business. One draw- 
back such arrangements that the ne- 
gotiations for additional credit are reopened 
later the request the borrower, not in- 
frequent occurrence with oil production loans, 
the concurrence more than one lender 
involved whatever adjustments are made. 


Special and Related Types 


Several questions logically arise relative 
certain types oil production loans and 
credits closely associated oil industry activ- 
ities. One question involves loan practices 
when the security offered includes secondary 
recovery operations. Another pertains bank 
loans drilling contractors, many whom 
are independent producers. The major oil 
companies also borrow large amounts work- 
ing capital from the commercial banks, part 
which they use financing their oil pro- 
ducing operations. These questions are taken 
briefly the following paragraphs. Loans 
natural gas production need special 
comment, since they are arranged essen- 
tially the same basis oil loans. 

Secondary recovery operations, involving 
the injection gas water into the under- 
ground reservoir increase recovery after 
the field has reached the pumping stripper 
well stage, have been taking more and 
more importance since the principles res- 
ervoir engineering have become better under- 
stood. Kansas, for example, where sec- 
ondary recovery operations were first started 
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1935, now estimated that almost 
tenth the total state production comes from 
the operation secondary recovery pro- 
jects. Water floods many old abandoned 
fields the eastern part the state have been 
used drive oil, otherwise trapped the 
sands, producing wells. Banker reactions 
applications for loans secondary recovery 
operators are varied. Loans secured this 
type property have been made successfully 
bankers the Pennsylvania oil fields for 
years. Some oil banks the Southwest 
avoid making loans such security because 
they are fraught with more engineering 
problems and frequently involve greater de- 
gree risk than those based primary pro- 
duction. However, with the progressive in- 
crease the importance secondary pro- 
duction, more and more banks are taking 
interest its financing and are making 
effort negotiate sound production loans 
this type. 

Bank credit also used extensively 
drilling contractors, although probable 
that they make even greater use credit ex- 
tended oil well supply companies. Most 
the 1,150 rotary drilling contractors also are 
independent producers, owning oil and gas 
properties. They drill most the wells for 
major and independent producers alike, since 
they operate over four fifths all the 
rotary rigs. Some banks make short-term loans 
drilling contractors secured chattel mort- 
gages drilling rigs. Other bankers not 
consider oil well drilling equipment de- 
sirable collateral for bank credit because 
working rig hard control (liens one 
state may not honored another) and 
because its value may difficult appraise. 
They belive that sounder basis for credit 
lies the assignment contract payments. 
Drilling contractors usually are paid 
footage basis the “contract depth” 
reached and then day work rate. 
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Since invoices for work completed con- 
tract customarily require days for 
processing and payment, funds working 
capital purposes may advanced during 
the interim. addition the type col- 
lateral, the integrity, experience, and capacity 
the borrower are always paramount con- 
siderations. Whatever the basis, loans dril- 
ling contractors obviously have special signif- 
icance bankers, because drilling contractors 
are potential oil producers. Much their 
profit from drilling invested oil and gas 
properties, and they may ultimately become 
applicants for production loans. 

Many the larger oil banks the South- 
west participate regularly bank financing 
short-term capital needs the major in- 
tegrated oil companies. These loans are ar- 
ranged unsecured basis, just operat- 
ing capital loans are made most large 
industrial and commercial concerns. The 
volume such credit extended the pe- 
troleum industry substantial, and 
doubtedly some the funds are employed 
the major companies conjunction with the 
operation their production departments. 
The importance the production depart- 
ments the major companies underscored 
the fact that, group, about one half 
their financial resources invested property, 


plant, and equipment are production, 
contrasted with one fifth refining. Expendi- 
tures for additions fixed capital recent 
years have run even more heavily toward the 
production departments. 


Summary 


The working out the technique for oil 
production loans has achieved two purposes. 
has provided the oil banks with 
portant form earning asset, and has pro- 
vided the independent producer with source 
credit. While insurance companies have 
made limited number oil production 
loans, this form credit falls primarily within 
the field commercial banking. Wide varia- 
tions loan practices exist within gen- 
eral pattern conformity; much depends 
the nature the individual 
needs and circumstances well the 
staff and resources the lending bank. 
result careful planning, banks that have 
engaged oil production lending have ex- 
perienced very few losses. The continued 
growth the oil industry probably will call 
forth additional lending this type; further 
development production technology will 
bring accompanying modifications lending 
procedures. 


Member bank credit, bank debits, and department store trade 
tables previously carried the Monthly Review will longer 
appear this publication. Individual releases containing these 
tables will issued separately and are available upon request. 
Address Research Department, Federal Reserve Bank Kansas 
City, Kansas City Missouri. 
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Since June, District sales have fallen more than the Nation, 
reflecting reduced farm income 


RECORD LEVEL employment 1953, 
companied new high personal income, 
was reflected retail sales customers 
throughout the United States spent the enor- 
mous sum 171 billion dollars retail stores 
last year, according advance report 
the Department Commerce. This was 
per cent higher than 1952, the previous rec- 
ord year. new peak physical volume, 
well sales, was attained prices rose only 
moderately. Automotive group sales, marked 
per cent gain, were major factor 
the increased volume sales. Aside from 
declines per cent sales apparel stores 
and per cent lumber, building, and 
hardware stores, retailers the other major 
categories registered small gains over the year. 
High income probably was basic factor 
the continued high level sales. Because the 
level employment reached midsummer 
was not maintained throughout the remainder 
the year, personal income December was 


The total retail sales reached record 
volume, despite decline last half year 
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about 2.5 per cent lower than July. When 
seasonal factors were eliminated, the ac- 
companying chart, total retail sales reached 
peak February last year, which was 
maintained through July. Subsequently, sales 
declined and December they were per 
cent below the December, 1952, level. 

The pattern department store sales, 
good indicator retail sales except for food, 
automobiles, and farm machinery, was quite 
similar the past year the total sales pat- 
tern. For the Nation, department store sales 
1953 were per cent above 1952, although 
the seasonally adjusted index started decline 
June, fell below the 1952 level August, 
and picked again late the fall. Depart- 
ment store sales the Tenth District last year 
failed match the all-time high set 1952, 
with the experience the last half the year 
less favorable than that the Nation 
whole. Seasonally adjusted sales have not 
equaled the 1952 level since June, and Sep- 
tember, the sales index was its lowest point 
since mid-1951. During the fourth quarter, 
sales improved, shown the accompany- 
ing chart. The proportion cash sales and 
credit sales total sales District depart- 
ment stores was virtually unchanged 1953 
from the previous year. The collection ratio 
regular charge accounts averaged about the 
same 1952, while the ratio instalment 
accounts continued decline, probably re- 
flecting more liberal credit terms. 

throughout the Nation December, 1953, 
were slightly lower than the all-time high for 
that month set year earlier. According 
the Department Commerce, sales 
furniture and appliance and lumber and 
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Falling behind after June, Tenth District depart- 
ment store sales failed match 1952 
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hardware stores, well those the apparel 
group, also were below their level year 
earlier. Christmas sales the Tenth District, 
reflected department store sales, were 
per cent below the record level December, 
1952, but considerably above any earlier year. 
The decline was general throughout the Dis- 
trict for metropolitan areas and smaller cities 
alike. spite early promotions, the cus- 
tomary pickup sales shortly after Thanks- 
giving started about the usual time de- 
partment stores the region. 

The farm income drop, which continued 
during 1953, was somewhat more severe 
the District than elsewhere. Cash receipts from 
farm marketings the United States for the 
first months 1953 were per cent smaller 
than for the comparable period last year. Cash 
receipts Kansas, Colorado, Oklahoma, and 
Wyoming declined from per cent 
during the same period, while only Nebraska 
and New Mexico experienced smaller declines 
than the average. Because this drop 
farm income, retail sales many farm com- 
munities fell considerably last year. Depart- 
ment store sales during 1953 few farming 
communities the District were much 


one-tenth below their 1952 level, while de- 
creases around per cent were not uncom- 
mon rural areas. Some the most notice- 
able declines were tractor and farm imple- 


ment sales. The level these sales was down 


roughly one sixth the Nation and indica- 
tions are that the decline the Tenth District 
was more pronounced. Information gathered 
from sources such state sales tax returns 
indicates that retail sales varied considerably 
within particular states, especially the east- 
ern half the District. Sales 1953 com- 
pared 1952 declined relatively more 
western parts Kansas, Nebraska, and Ok- 
lahoma, where wheat the dominant crop, 
than the eastern portions the three states. 
Since the 1953 wheat crop was considerably 
smaller than the one 1952 and was accom- 
panied lower prices for cattle, farm in- 
come and retail sales were adversely affected. 


The diverse pattern retail sales last year 
between the larger and smaller cities the 
District illustrated the accompanying 
chart. Department store sales the metro- 
politan areas 1953 were unchanged 
slightly higher most instances. excep- 
tion occurred the case Oklahoma City, 
where sales declined per cent. Employment 
Oklahoma City also declined last year, 
largely due reduction federal employ- 
ment the large Air Force overhaul base. 
Sales also declined Denver and St. Joseph 
but only and per cent, respectively. 
Similarly, the increases were small, with 
per cent gain the Omaha-Lincoln area top- 
ping the list. The more recent experience, 
however, has been less favorable and some 
rather substantial declines sales occurred 
November, 1953, compared the like month 
1952. Oklahoma City, for example, sales 
dropped per cent during that period, and 
Pueblo, where sales showed increase over 
the year, they were down per cent for the 
month. six the remaining metropolitan 
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Department store sales experience the Tenth Federal Reserve District last year 
was better the metropolitan areas than was the smaller cities 
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**Tri-State District includes southeastern Kansas, southwestern Missouri, and northeastern Okiahoma. 


areas, sales during November were and 
per cent below the same month 1952, while 
the gains were limited the Omaha-Lincoln 
area. 

Sales declined six the seven geograph- 
ical groupings small cities, while the in- 
crease the other was nominal. and large, 
activity the small cities the District 
closely associated with the prosperity agri- 
culture. Department store sales during 1953 
many these communities reflected the 
rather substantial reduction farm income. 
While the declines were moderate most 
the areas, they did range down per cent 
for and Wyoming. Joplin, where 
manufacturing and construction activity in- 
creased considerably last year, sales were per 
cent higher than 1952 and were largely re- 
sponsible for the per cent increase shown for 
the Tri-State District. more significance, 
the rapid drop recent months. 
Sales small cities during November were 


per cent below the same month 1952 
Oklahoma, per cent lower New Mexico, 
and per cent lower Wyoming. 

The most important boost retail sales 
the United States during 1953 occurred the 
automotive group, where sales were per 
cent above the 1952 level. While actual sales 
are not available for the District, new car reg- 
istrations through November indicate that the 
increase was only slightly below that the 
Nation. New passenger car registrations the 
first months 1953, compared with the 
same period 1952, increased per cent 
the United States; per cent Missouri; 
per cent New Mexico, Kansas, Okla- 
homa, and Nebraska; per cent Colorado; 
and per cent Wyoming. Associated with 
the large number new car sales, the volume 
credit outstanding automobiles com- 
mercial banks the District reached peak 
July, 1953, and November was per 
cent above the like month 1952. 
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Housefurnishing sales equaled their 1952 
level department stores throughout the 
country, declines sales radio and tele- 
vision sets, major household appliances, and 
domestic floor coverings offset the increases 
registered furniture and bedding and 
houseware sales. The sale durable goods 
department stores the District, however, 
declined for the third year and was about 
per cent below the record level reached 
1950. The most notable decline from 1952 
sales. Furniture, bedding, and floor covering 
sales also decreased moderately, while major 
household appliances picked per cent. 
Furniture store sales the District last year 
were about one-tenth below the 1952 record 
level. While moderately above the 1952 ex- 
perience the first part the year, sales de- 
clined markedly during later months. 

Food and drug sales, reported the 
Department Commerce, increased mod- 
erately 1953 throughout the Nation, while 
apparel store sales declined per cent. Avail- 
able information for Kansas, Nebraska, and 
Missouri indicates that food sales increased 
each these states last year pace slightly 
faster than that the country whole. 
Apparel sales declined Missouri, following 
the national trend, but increased moderately 
Kansas and Nebraska. department stores 
throughout the District, well the Na- 
tion, sales most nondurable lines increased 
last year. Sales small wares, men’s and 
women’s apparel, and women’s accessories 
gained the region, while piece goods and 
miscellaneous merchandise sales were stable. 

Although seasonally adjusted inventories 
the department stores remained well 
above their 1952 levels and reached all-time 
high July, they declined moderately during 
later months. year’s end, they still were 
considerably above the December, 1952, level. 
Since sales have been lower level, the 


Stock-to-sales ratio department stores the 
District remained high the end the year 
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stock-to-sales ratio still was rather high, al- 
though declined noticeably during the last 
few months the year. marked reduction 
forward buying occurred the last half 
1953, with orders running about one-fifth lower 
than year ago. More substantial adjustments 
were made the inventories the furniture 
stores the District. Inventories were above 
the 1952 level through June, but thereafter they 
dropped below the levels the comparable 
months 1952. Furniture store inventories 
remained high, however, comparison the 
lower volume sales. 

review, the pattern retail sales the 
United States during 1953 was quite similar 
that personal income and employment. New 
records were set for each last year, although 
the high levels activity reached the first 
part the year were not maintained. 
tober and December, total retail sales were 
below the same months 1952. the Tenth 
District, department store sales turned down- 
ward with those the Nation after June. The 
decline the District was more severe and 
sales consequently fell below the 1952 level 
for the year. The sales experience the met- 
ropolitan areas more nearly approximated the 
national average, while the reduction farm 
income adversely affected sales cities. 
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DECLINING FARM LAND VALUES 


ARM LAND values the United States have 
trebled the past years. From 1933 
1953, there were only three years which 
land values failed increase. 1939 and 
1950, there were declines one dur- 
ation. 1953, however, there was decline 
from the peak levels 1952 and, unless un- 
foreseen events occur, land values probably 
will continue downward 1954. 


The Land Market 

When individual deciding whether 
not buy particular farm, variety 
factors usually are taken into consideration. 
The productivity the farm, the location, the 
size, the mineral rights, and the community 
facilities, well his appraisal economic 
conditions, all play part determining the 
value places particular piece land. 
national regional basis, individual 


Fig. Land Values and Agricultural Income 
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Note: Land values have been lagged one year behind 


income. For example, 1913 land values are plotted with 
1912 agricultural income. 


SOURCE: Department Agriculture. 


examination the reasons behind the recent downward trend 
the Tenth District and the Nation 


characteristics particular farm tend 
become less important, and one two fac- 
tors, such the trend agricultural income 
and the possibilities inflation deflation, 
take added importance. 

Figure has been prepared with land 
values lagged one year behind agricultural 
income. The reason that some time usually 
elapses after agricultural income changes be- 
fore the change reflected the price 
land. not likely that one year precisely 
the amount time needed for the reflection, 
but observation Figure indicates that 
there rough relationship between the two 
series. 1919, agricultural income reached 
post-World War high that was not ex- 
ceeded until 1942. year later, 1920, land 
values reached record that was unexcelled 
until 1949. Agricultural incomes and land 
values reached record lows 1932 and 1933, 
respectively. 

1948, net agricultural income reached 
record high. Although land values increased 
1949, they did not reach peak until 1952. 
Two considerations appear important 
explaining the divergence the two lines 
since 1947-48. One that the increase 
agricultural income from 1941 1948 was 
rapid that never was fully reflected 
land values. Since 1950, the possibility in- 
flation probably has been important in- 
fluence, encouraging many people enter 
the land market buyers the hope that 
land would prove satisfactory hedge against 
inflation. 

Figure has been presented indicate the 
fluctuation activity that has occurred the 
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Declining Farm Land Values 


Fig. Voluntary Transfers Per 1,000 Farms 


TRANSFERS TRANSFERS 


SOURCE: Department Agriculture. 


land market. Activity has declined since 1947, 
which was the record year for the rate 
voluntary transfers. During much the 1947- 
period, the price land increased. This 
indicates that the number people desiring 
land increased, while those who held land 
during this period were reluctant sell. Fac- 
tors affecting buyers’ and sellers’ attitudes 
this time probably were the expectation 
further increases land values and the belief 
that favorable agricultural incomes had not 
been reflected land values. Either both 
these factors may have been work. 
The proportion nonfarmers who bought 
farms increased from 28.2 per cent 1948 


Table Farm Real Estate Transfers 


Percentage 
Type Buyer 1948 1953 


Tenant 32.3 
Owner-operator 35.5 
Retired farmer 
Nonfarmer 


Type Seller 


Active farmer 

Retired farmer 

Estates 

Lending agency 

County, state, 
federal government 

Others* 17.0 


nonfarm individuals. 
SOURCE: Department Agriculture. 


per cent 1953, shown Table 
Tenant purchases farms decreased from 
32.3 per cent 1948 per cent 1953, 
the other hand, owner-operators increased 
from 35.5 per cent 38.3 per cent. These data 
indicate that larger part the land sold has 
passed into the hands nonfarm investors 
and owner-operators. The latter group prob- 
ably has been buying the land for farm en- 
largement purposes. 

the other side the market, there has 
been less change type seller. Active 
farmers have become slightly more important 
sellers, while lending agencies have de- 
clined importance. There also has been 
decline selling those the “others” 
classification. County, state, and federal gov- 
ernments are not important sellers agri- 
cultural land. 


Tenth District Land Values 


Figure shows there has been little dif- 
ference the trend land values the 
Tenth District compared with the United 
States. Tenth District land values have in- 
creased somewhat more since 1940 than 
have land prices for the entire Nation. How- 
ever, both indexes have moved the same 
direction during each the years shown. 


Fig. Tenth District and Land Values 


INDEX 1947-49 =100 1moex 


1940 
SOURCE: Department Agriculture. 
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the Tenth District, land values increased 
steadily from 1942 1949. They recovered 
1951 and reached all-time high 1952, 
before they began move downward. From 
November, 1952, November, 1953, the in- 
dex land values the Tenth District de- 
clined approximately 7.6 per cent, which was 
slightly more than for the entire United States. 
apparent from Table that recently 
there have not been uniform changes the 
land values states within the District. The 
greatest declines have occurred the western 
states—Colorado,New Mexico, and Wyoming. 
Oklahoma and Missouri experienced approxi- 
mately equal downward movement land 
values. Kansas, with 3.8 per cent decrease, 
had the smallest decline during this period. 


Table Percentage Change Land Values 


Percentage Change 


State 1953 
Colorado 
Kansas 
Missouri —82 
Nebraska 
New Mexico 
Oklahoma 
Wyoming 
Tenth District 
United 


SOURCE: Department Agriculture. 


The very good 1952 wheat crop Kansas 
may have had stabilizing influence land 
values that state during 1953. all Dis- 
trict states, declining cattle prices and the 
drought, which was two-season duration 
some areas, probably were the major in- 
fluences affecting the downward movement 
land values. 


Type Land 


Table indicates the changes that have 
occurring recently the values var- 
ious types land the three western states 


Declining Farm Land Values 


the District. points are readily ap- 
parent. One that irrigated land has been 
more stable value than dry farming land 
and grazing land. The indexes irrigated 
land were higher 1940 and lower 1952 


Table Indexes Average Value Per Acre 


(1947-49 
Irrigated Land |Dry Farming Grazing Land 
New New 
102 
107 
106 
118 
124 


SOURCE: Department Agriculture. 


than the indexes for the other two classifi- 
cations. The other major point that land 
values for all types land all the three 
states have declined 1953 from 1952 record 
levels. 


Summary 


Recent events the land market indicate 
that the increase land values that took 
place during the 1933-52 period has come 
end. Declining agricultural income and de- 
creased inflationary pressure apparently were 
the major factors influencing this down- 
turn. During the past year, declines land 
values have occurred the entire United 
States, the Tenth District, the individual states 
within the District, well for individual 
land types Wyoming, Colorado, and New 
Mexico. These declines are expected con- 
tinue 1954. 


\- 
ix 


INDUSTRIAL PRODUCTION INDEX 
Old Index Converted From Base 


BANKING THE TENTH DISTRICT 


States Dec. 1953 Percentage Change From 


Nebraska 


Wyoming 


*Tenth District portion only. **No reserve city banks in this state. 


TOTAL LOANS COUNTRY BANKS 


Consumer Price 
Wholesale Price Index 


Check Department Residential 
District Payments Store Sales Building 
Principal 
Metropolitan 


Tenth Dist. 


Denver 
Wichita 


Omaha 


only. Kansas City, Mo. only. Kansas City, and 


PRICE INDEXES, UNITED STATES 

i 
Index 
Deposits 
en 

City Country City Country 110.1 1094 
TENTH DISTRICT BUSINESS 


